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KEY ECONOMIC INDICATORS 


Domestic Economy 

GDP-market prices (bil. pts) 
GDP-market prices ($ mil.) 
Real GDP growth (%) 

GDP per capita ($) 

Indust. Prod. Index (% chg.) 
M4 growth rate (%) 

Bank of Spain Loan Rate(avg %) 
Bank deposit rate (1-2 yr) (%) 
Consumer Price Index (% chg.) 
Govt. deficit (as % of GDP) 


Employment and Wages 
Population (thous. ) 


Labor force (thous. ) 
Unemployment rate(%) 
Nominal wage rate (% chg.) 


Balance of Payments ($ mil.) 
Avg. Exch. rate (pts/$) 
Exports, FOB 

Imports, CIF 

Merchandise balance 

Net tourism 

Current Account balance 

Net foreign investment 
Foreign exchanye reserves 
Foreign debt (govt. + priv.) 


U.S.-Spain Trade (customs basis) 
Spanish Exports to U.S. ($ bil.) 
-U.S. share of total exports (3%) 
-EC share of total exports (%) 
Spanish Imports from U.S. ($ bil) 
-U.S. share of total imports (%) 
-EC share of total imports (%) 


140.05 
27,194 
35,057 
-7,863 
10,545 

4,131 
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16,001 
24,543 
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Principal U.S. exports (1988): Soybeans, aircraft, corn, coal, 


machinery, computers, tobacco. 


Principal U.S. imports (1988): Footwear, motor vehicle parts, 


cement, metals, tires, wines, 
olives. 


Source: Official Spanish statistics and Embassy projections 


October 1988 
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SUMMARY 


The Spanish economy continues to expand faster than expected. 
Following 1987’s strong 5.5 percent real growth, gross domestic 
product will increase 4.7 percent in 1988. Official projections 
call for 4 percent growth in 1989. This strong performance is 
being fueled by domestic demand, particularly investment. The 
rapid expansion of investment is a clear indicator of strong 


confidence in Spain’s economic future as a member of the European 
Community (EC). 


Imports continue to surge in response to economic growth, a strong 
currency, and the progressive reduction of trade barriers required 
since Spain joined the EC in 1986. Considering the pressure of 
domestic demand, export growth is remarkably strong, which partly 
offsets the upswing in imports. Although the merchandise trade 
deficit is still growing, and the current account has fallen into 
deficit, the balance-of-payments position remains strong. Foreign 
investment is entering Spain at previously unimagined levels. 


Thanks to the pace of economic growth, the Spanish economy has made 
progress in creating jobs. Net job creation currently is running 
about 3 percent per year. Unemployment, however, remains a problem 
because the labor force is growing rapidly, as the baby boom : 
generation comes of age and as more women seek jobs. The 
unemployment rate in 1988 will average 19.8 percent, only slightly 


below last year’s 20.5 percent, and it will remain high until well 
into the 1990s. 


Inflation in 1988 will be close to 5 percent, which amply 
overshoots initial expectations. Efforts to reduce it have focused 
on monetary restraint and wage moderation, but these endeavors have 
not been successful in lowering underlying inflation even to 

5 percent. Nevertheless, the troublesome differential between 
Spain’s inflation and the EC average is diminishing. 


Yielding to pressure for growth in public spending, the 1989 budget 
for the central government will jump more than 10 percent in real 
terms. However, since tax collections have been growing even more 
rapidly than spending, there has been progress in reducing the 
fiscal deficit, which will slip to 3-3.5 percent of GDP for 1988 
and is slated to be reduced further. 


Spain’s membership in the EC is a key factor in its economic 
future. EC membership requires considerable adjustment of a 
formerly closed economy to more efficient standards of production. 
Structural improvements should allow the Spanish economy to expand 
at 3-4 percent real growth over the medium term, as long as Spain 
maintains its competitiveness and continues to attract significant 
foreign investment. 








ECONOMIC GROWTH CONTINUES 


Economic growth has remained strong since mid-1985. While growth 
in real gross domestic product apparently peaked at 5.5 percent in 
1987, it is still at a respectable 4.7 percent rate in 1988, and 

4 percent growth is projected for 1989. Strong growth in domestic 
demand, estimated at 6.5 percent in 1988, is driving the economic 
expansion. Private consumption is being spurred by rising 
disposable income, due to expanded employment and real wage 
increases of 2-3 percent per year. Consumer credit, though 
relatively minor, is also a factor contributing to consumption 
growth. Public consumption has been expanding even more rapidly 
than private consumption, as the government takes advantage of 
rising tax collections to meet incessant demands on the budget. 


Investment continues to soar (up 14.4 percent in 1987 and 12.9 
percent in 1988). This is the most reassuring aspect of Spain’s 
current economic expansion because it attests to efforts to adapt 
Spain’s productive capacity to the challenge of competition in the 
EC. After a decade of declines prior to 1985, investment is now 
responding to rising profits, high business confidence, and strong 
demand. Investment in capital equipment is running strongest, 
growing in the neighborhood of 15 percent in 1988. Construction is 
increasing as much as 9 percent after years of stifled growth. 
Public investment is beginning to reflect new emphasis on improving 
transportation infrastructure, which is necessary to integrate 
Spain into the EC and to accommodate the 1992 World’s Fair and 
Summer Olympic Games planned for Spain. 


An acceleration of inflation at midyear caused the authorities to 
raise their 1988 target to a 5 percent cumulative rise in the CPI, 
but even that may prove elusive. Holding the target at 3 percent 
for subsequent years will also be a challenge because the 
"underlying" rate of inflation (excluding food and energy prices) 
resists falling below the uncomfortably high level of 5 percent. 
By lowering inflation, through monetary discipline and wage 
moderation, the Spanish authorities aim to eliminate the 
unfavorable differential between Spanish and EC average inflation 
rates, which narrowed to 1.3 percent in 1987. 


EXTERNAL SECTOR 


Import Boom: The economic expansion has induced a surge in imports 
since 1986, which is exacerbated by an erosion of domestic 
competitiveness, due to appreciation of the peseta and further 
opening of the internal market. The import surge will shift the 
goods and services trade balance from its traditional surplus into 
a deficit position in 1988. During the first half of 1988, 
merchandise imports were up nearly 18 percent in value (15 percent 
in volume). That reflected a 20 percent decline in energy imports 








and a 26 percent increase in other imports. Since Spain is highly 
dependent on imported energy, its economy has benefited 
considerably from the worldwide decline in energy prices. The 
resultant savings has helped to finance the economic expansion and 
to cushion the impact of opening the market to a flood of 
non-energy imports. 


The fourth step of the phase-in of "zero" customs duties on goods 
traded with the EC was advanced 3 months to October 1, 1988. While 
tariff elimination is required over the transition period 
established when Spain joined the EC, these reductions were moved 
forward in an effort to help moderate inflation. With this 
reduction, duties on imports from the EC are now 52.5 percent of 
rates prior to i986. Duties on goods from non-EC countries were 
also shifted, closing an additional 15 percent of the gap between 
the 1985 Spanish tariff and the EC Common External Tariff. In most 
cases the shift represented a slight duty reduction. 


The significant growth of exports in 1987 and 1988 allays some of 
the concern over imbalanced growth and the eventual balance-of- 
payments constraints evoked by the high import growth rate. 

Spain’s merchandise exports increased 13 percent (7.7 percent in 
volume terms), in the first half of 1988. This development builds 
on last year’s improvement in export performance and is : 
contributing to a deceleration in the growth of the merchandise 
deficit. It is even more remarkable given the strength of domestic 
demand and the competitive squeeze on exporters due to rising 
domestic costs and an appreciating currency. The government has 
embarked on a program to promote exports and emphasizes the need to 
maintain Spanish competitiveness through wage moderation. 


Current Account Swings into Deficit: In 1988, the balance-of- 
payments current account will register its first deficit since 
1983, projected at $3.3 billion. This is caused by rapid growth in 
the merchandise trade deficit, which may reach $18 billion in 1988, 
at the same time that the surplus in services trade, derived 
largely from tourism, has plateaued. Financing the current account 
deficit poses no problem at its current moderate level. Capital 
inflows are large, particularly foreign investment. However, the 
rate of deterioration of the current account from a peak surplus of 
$5 billion in 1986 has been surprisingly rapid. If the projection a3” 
for a $6.3 billion current account deficit in 1989 is not matched 
by sustained high levels of net foreign investment, the rate of 
growth in imports could become a cause for concern. 


The capital account has registered interesting shifts in 1988. 
During the first half, net foreign investment in Spain was 
comparable to 1987’s high levels, but there was a shift away from 
portfolio investment in favor of direct investment and real 
estate. In the wake of the October 1987 stock market crash and a 
decline in interest rates from the extraordinarily high levels of 











1987, foreigners have shied away from Spanish securities. 
Nevertheless, the Madrid stock market index has regained more than 
two-thirds of its loss due to the crash. 


On the other hand, increasing Spanish investment abroad caused net 
investment inflows to be $500 million lower during first half 1988, 
compared to a year earlier. The drop was more than compensated for 
by a $3.8 billion shift in net foreign borrowing, which led the 
Bank of Spain to impose additional restrictions on Spanish 
borrowing abroad in an effort to discourage short-term capital 
inflows. Consequently, the capital surplus will be lower during 
the second half. 


Foreign Investment: Foreign investment legislation was liberalized 
in 1986 to comply with Spain’s EC membership. Foreign investment 
has increased by leaps and bounds since, attracted by the open 
foreign investment regime, generous regional subsidies, 
comparatively favorable labor costs, and Spain’s mild climate. New 
foreign investment plans filed with the authorities jumped 40 
percent to $3.3 billion during first half 1988 compared to the same 
period in 1987. Expansion of existing investments accounted for 45 
percent of this amount. About 33 percent of the investment was in 
manufacturing, and an unusually high 45 percent was in financial 
services, real estate and leasing. 


Historically, the United States has been the major foreign investor 
in Spain, accounting for as much as a quarter of new investment in 
some years. The U.S. share of foreign investment has declined 
because of surging investment from other countries, although new 
U.S. investment, in absolute terms, is still considerable. U.S. 
and Spanish negotiators are well along in negotiations on a treaty 
to avoid double taxation, which should encourage further direct 
investment from the United States. 


Spanish investment abroad is also rising, albeit less 
dramatically. The Spanish Government is encouraging Spaniards to 
invest abroad in the hope that Spanish subsidiaries abroad will. 
create markets for Spanish exports. 


Strong Peseta: Spain’s currency has continued to appreciate 
gradually because capital inflows have remained so high. The 
peseta rose 1.5 percent relative to the European Currency Unit 
(ECU) during the first half of 1988, and even more in real terms. 
The appreciation is a potential problem because it hurts Spain’s 
international competitiveness. In an effort to resist the 
appreciating value of the peseta, the Bank of Spain accumulated 
$7.6 billion in reserves during the first half of this year alone. 
In view of the current account deficit and the new restrictions on 
foreign borrowing, Spanish officials look for some retreat in the 
reserve figures during the balance of the year, which would ease 
efforts at monetary control and signify some relief from pressure 
for appreciation of the peseta. 





Spanish officials have announced that they will request inclusion 
of the peseta in the calculation of the ECU when that currency 
basket is adjusted in September 1989. The more fundamental issue 
of when to include the peseta in the exchange rate mechanism of the 
European Monetary System (EMS) has been postponed. Despite the 
peseta’s current strength relative to other currencies in Europe, 
officials are hesitant to commit it to a trading band at a time 
when Spanish inflation is still higher than in other major EC 
economies and when Spain is implementing phased reductions in trade 
barriers. Moreover, the Spanish Government is hesitant to 
sacrifice short-run economic policy discretion through 


participation in an EMS dominated by a more conservative economic 
policy. 


SECTORAL TRENDS 


Industry: The industrial production index for the first half of 
1988 was up 4.4 percent over the first half of 1987. On the crest 
of the investment boom, the capital goods sector registered the 
strongest growth, up 17.4 percent. Consumer goods production was 
up 4.4 percent and intermediate goods trailed at 1.5 percent. 
Production of metals and metal products, food, rubber and plastics, 
electronics, autos, and construction materials was strong, while 
oil refining, chemicals, textiles, leather working and shoe 
manufacturing were slack sectors. The outlook is for some 
moderation in industrial production growth during the second half 
of 1988, with growth for 1988 no stronger than the 4.6 percent 
growth registered in 1987. 


Tourism: After a banner year in 1987, tourism grew more slowly in 
1988 due to poor weather in the spring and early summer. 
Nevertheless, the tourism industry remains strong and important to 
the overall economic picture. Foreign tourism receipts constitute 
one of the most important sources of income in the balance of 


payments and contribute to the near balance in goods and services 
trade. 


Irrespective of the bad weather, the number of foreign tourist 

entries has continued to climb, but the 9 percent increase in 

tourists through August resulted in only a 2.6 percent increase in ac 
foreign tourism receipts. As average expenditure per foreign . 
visitor slumps, tourism officials are seeking to attract more 
high-spending visitors. American tourists, for example, spend more 

per capita than Europeans, making the United States the second 

source of tourist revenues. The number of tourists from the United 


States (about one million per year) was up 8.6 percent through 
August 1988. 


Agriculture: Following a mild winter, the cool and rainy weather 
in the spring and early summer was a boon for most of Spanish 





agriculture. Production is projected to be up 4.5 percent, on top 
of 1987’s strong 9.6 percent growth. The 1988 grain crop set a new 
record at 23.5 million tons. Yields of most fruits and vegetables 
have been well above average, and pastures for livestock grazing 
remained in excellent condition much further into the summer than 
usual. However, the cool spring weather delayed cotton 
germination, and too much rain led to disease outbreaks on tobacco 
and grapes, and reduced the quality of bread wheat produced in 
southern Spain. 


Stimulated in part by the weaker dollar and the strong Spanish 
economy, U.S. agricultural exports to Spain during the first half 
of 1988 posted a 59 percent increase. Much of this increase was 
due to greatly expanded Spanish imports of U.S. corn in compliance 
with the U.S.-EC Enlargement Agreement, which obligates Spain to 
import 2 million tons of corn and 300,000 tons of sorghum from 
non-EC countries annually during 1987-90. Most of this is expected 
to be shipped from the United States Because of delays by the EC 
in implementing the agreement, scheduled corn imports were shifted 
from 1987 to 1988. Consequently, U.S. corn sales to Spain in the 
first 6 months of 1988 rose to $115 million, compared to only $10 
million in the first half of 1987. 


In recent years, soybeans have surpassed corn as the leading U.S. 
agricultural export to Spain. However, Spanish soybean imports 
continue to be constrained by domestic policies which favor the 
consumption of domestically produced vegetable oils, such as 
sunflower and olive oil, over oil produced from imported soybeans. 
The domestic restrictions are to be progressively eliminated during 
the transition period established when Spain joined the EC. 


EMPLOYMENT AND LABOR 


The employment survey for the second quarter of 1988 showed a 3.4 
percent increase in employment from the same quarter of 1987, 
representing 379,000 new jobs. By EC standards, Spain’s rate of 
job creation since 1985 has been rapid, with some 850,000 new jobs 
created. Most of the new positions have been established under 
provisions instituted in 1984 permitting greater labor market 
flexibility. However, since labor force growth rates are also 
high, the rate of unemployment has been descending very slowly. 
Approximately 2.9 million Spaniards, 19.8 percent of the labor 
force, were unemployed during the second quarter of 1988. 
Unemployment is a more serious problem for youth and women, who 
together total 70 percent of the unemployed. Male heads of 
household, on the other hand, account for the bulk of those 
receiving unemployment compensation. 


Despite the high unemployment, average hourly wages rose 8.3 
percent in 1987, representing an average real gain of 3 percent. 
Wage gains should average roughly 6.5 percent in 1988, representing 











a real gain of 1.8 percent, which might have been higher if not for 
higher than anticipated inflation. The government urges wage 
increases under collective contracts be held to 5 percent in 1989. 


Relations between government and organized labor have become 
increasingly strained over economic policy differences. The 
unions’ impatience with government emphasis on wage moderation, 
however, will not necessarily result in a serious increase in labor 
conflicts for private employers in 1989. Now that the official 
inflation target is considered optimistic, businesses may be more 
willing to exceed wage guidelines rather than lose production while 
the economy is in an expansive stage. Labor problems could plague 
public enterprises, where staff redundancy is a problem and where 
the government is less willing to concede wage increases above its 
guidelines. 


MONETARY AND FISCAL 


Spending Up But Deficit Down: Tax collections continue to rise 
dramatically, reflecting both improved compliance and economic 
growth. A change in the calendar for collections in 1987 also 
contributed to the 24 percent rise in government revenues. The 
increase helped finance an 18 percent expansion in public spending, 
while reducing the central government deficit to 3.6 percent of 
GDP. The deficit should decline further for 1988, ending close to 
3.1 percent of GDP. Revenues through July were up 13 percent, as 
opposed to a 10 percent increase in spending. Although expenditure 
growth is projected to outpace economic growth through 1992, the 
government expects revenues to grow even faster, and so it projects 
elimination of the fiscal deficit in 1992. This improvement in 
public accounts, however, comes at the expense of Spain’s 
experiencing the most rapidly rising ratio of taxes to GDP among 
OECD countries. 








Spending is rising because of the need for capital investment and a 
desire to increase social services. Competing in the EC requires 
more public investment in infrastructure, including roads and 
railroads, which still lag well behind EC standards. Capital 
investment, which will increase 23 percent in 1989, will rise to 
2.5 percent of GDP and should reach 3 percent of GDP by 1992. 


The Spanish Government plans to increase social spending both in 
order to ensure that the benefits of growth are broadly 
distributed, and to raise the level of social services toward the 
more advanced standards of the rest of the EC. Hence, spending on 
health, education, housing, pensions, and other support payments 
will also be a priority. These categories currently account for 

53 percent of the central government budget and are projected to 
rise from 18.5 percent of GDP in 1988 to 19.5 percent by 1992, when 
they will account for 54 percent of the budget. 
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Monetary: Monetary control improved considerably in 1988, 
permitting the Bank of Spain to continue a gradual decline in 
interest rates during the first half of the year. A new provision 
in the 1988 Budget Law now limits the Treasury’s cumulative access 
to credit emission from the Bank of Spain, and new treasury debt 
instruments introduced in mid-1987 have allowed the government to 
rely on market borrowing. 


Private credit growth (up at a 14 percent annual rate, reflecting 
economic expansion) and exchange market intervention were the major 
factors contributing to monetary expansion. Nevertheless, 
cumulative growth in M4 (defined as the sum of currency, time 
deposits, savings deposits, Treasury bills, private liquid assets, 
other liquid assets, and credit) through September 1988 declined to 
an annual rate of 10.2 percent. Monetary tightening in the second 
half, in reaction to the unexpectedly high CPI rise, should push 
money growth for the year closer to the center of the 8-11 percent 
target range, in addition to reversing the slide in interest rates. 


Banking: Thanks to wider spreads, profitability in the banking 
sector continued to rise sharply, with commercial banks registering 
a 45 percent increase in pre-tax profits over June 1987. The Bank 
of Spain is taking advantage of greater bank profitability to force 
banks to complete provisions for pension liabilities and to 
increase reserves for loan exposure to developing countries. 
Banking margins will be shaved in the future, when the Spanish 
market is opened to full EC competition after 1992. Anticipating 
stiffer competition in the future, banking authorities have also 
been encouraging major Spanish banks to merge in order to achieve 
more dominant market positions in what will become a European 
market. Two major mergers currently are being implemented. 


Banks will be affected by two pieces of legislation approved during 
the summer of 1988. A new law on supervision of credit 
institutions strengthens the Bank of Spain’s regulatory authority 
over banks and extends the mandate to related financial 
institutions. Consequently, financial subsidiaries of the home. 
offices of foreign banks will come under Bank of Spain jurisdiction 
even when they are independent of the parent company’s Spanish 
banking subsidiary or branch. The law also provides for tighter 


government control over who may acquire significant interests in 
banks. 


A new law on securities markets constitutes Spain’s own "Big 
Bang." The reform establishes a new National Securities Market 
Commission (like the U.S. Securities and Exchange Commission), 
provides for a computerized linkage of Spain’s four regional 
exchanges into one national exchange with continuous trading, and 
allows for a more open and competitive brokerage system by 
eliminating the present stockbrokers’ monopoly. Besides allowing 
any qualified entity, including banks, to obtain a stock brokerage 
license, the reform opens the market for a broad range of 
investment services such as underwriting, 
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investment advising and trust management, and places these 
activities under the regulatory supervision of the new commission. 


IMPLICATIONS FOR U.S. BUSINESS 


Spain’s membership in the EC has changed its economic relationship 
with the United States. Certain traditional export prospects are 
disappearing, while new opportunities are available for U.S. trade 
and investment as a result of Spain’s economic growth and its 
market opening. Moreover, the movement to a single EC market in 


1992 presents additional challenges and possibilities for U.S. 
business. 


The EC and Japan have benefited most from Spain’s import boon, 
experiencing 56 percent and 47 percent increases, respectively, in 
their market shares since 1985. The U.S. market share slipped from 
10.9 percent in 1985 to a low of 8.3 percent in 1987, from which it 
is now recovering, thanks to a weaker dollar and the restoration of 
part of the grain market lost when Spain joined the EC. Spanish 
imports from the United States jumped 28 percent in the first half 
of 1988, while imports from the rest of the EC increased 22 percent 
and from Japan by 40 percent. 


U.S. exporters also should benefit from the recent clarification of 
the Spanish import licensing system (including quotas) which was 
introduced when Spain joined the EC. The Spanish Government has 
assured that, for most product categories, the Spanish licensing 
system does not restrict imports from the United States. Any 
problems which U.S. exporters or their import agents encounter with 
Spanish import restrictions should be referred to the U.S. and 


Foreign Commercial Service (US&FCS) at the American Embassy in 
Madrid for assistance. 


Overall, the outlook for U.S. business in Spain has never been 
better. The continued growth in domestic investment, the growth of 
Spain’s overall economy, and the need to compete within the 
European Community should fuel increasing demand for U.S. goods, 
services and investment. High-technology products and 
complementary services are of particular interest to the Spanish. 
U.S. firms should move quickly to take advantage of these 


opportunities, as there is stiff competition from EC and Asian 
business. 


The US&FCS in Spain has identified the following sectors as having 
especially good growth prospects: 


-- Computers and peripherals 

-- Telecommunications equipment and services 
-- Analytical and scientific instruments 

-- Industrial organic chemicals 

-- Medical Instruments and equipment 

-- Coal 
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-- Electronics industry production and test equipment 
-- Security and safety equipment 

-- Machine tools and robotics 

-- Food processing and packaging machinery 


Market research on these sectors is available from the Spain Desk, 
Room H3042, International Trade Administration, U.S. Department of 
Commerce, Washington, D.C. 20230. 

UPCOMING PROMOTIONAL EVENTS 


To take advantage of opportunities in these and other sectors, 
US&FCS Spain has programmed the following promotional events during 
1989-90. Information on participation in these events is available 
from the US&FCS in Madrid and in Barcelona. 


1989 
USA Pavilion at FITUR (Tourism) Fair -- January, Madrid 
Apparel Trade Mission -- February, Madrid 


Tecno-Alimentaria Trade Fair (Food Processing and Packaging) -- 
March, Barcelona 


USA Pavilion at Instrumentalia (Analytical and Scientific 


Instruments) -- October, Madrid 
USA Pavilion at SIMO ’89 (Computers and Peripherals) -- November, 
Madrid 


Metromatica Expo (Process Controls) -- November, Zaragoza 

1990 

USA Pavilion at FITUR (Tourism) Fair -- January, Madrid 

USA Pavilion at SICUR ’90 (Security Equipment) Fair -- March, Madrid 


USA Pavilion at Expotronica ’90 (Electronic Equipment and 


Components) -- April, Barcelona 
Matchmaker ’90 Trade Delegation (High-Tech) -- May, Barcelona and 
Madrid 
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